
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



THE RAILROADS AND THE PUBLIC 

FRANK H. SISSON 
Vice-President of the Guaranty Trust Company of New York 

ONE of the chief limitations of our particular form of 
democracy is that the course of legislation is too often 
determined by special interests at the expense of the 
general interest. An aggressive and well organized support of 
or opposition to proposed legislation, even though entirely selfish 
in purpose, in too many instances determines legislative action in 
matters in which the public interest receives scant consideration. 
One of the wisest things Theodore Roosevelt ever said was that 
"the public won't take its own part." In no field of public interest 
has this been more apparent than in that of transportation. For 
a quarter of a century the railroad business in the United States 
has been a battle-ground for conflicting special interests. In- 
vestor, shipper, politician, and laborer have contended in turn for 
the privilege of exploiting the railroads for their own advantage, 
without regard to public considerations. Each in turn has won 
victories at the expense of the public, which the public has suf- 
fered much too patiently. 

With the whole railroad question laid upon the table for fresh 
determination, it would seem that the time is opportune for the 
public voice to be heard and the public interest established. It 
might be assumed that this course of action would be taken by a 
Congress elected to represent the whole people, but the experience 
of the past does not warrant this assumption in the process of 
either legislation or regulation. The marvel of the situation is 
that, in spite of the conflict which has been waged over the rail- 
roads, they have continued to serve their public so well, at the 
lowest cost, with the lowest capitalization, and the greatest effi- 
ciency of any railroads in the world. 

Public Stake Paramount Consideration 
I feel warranted in stating that there is nothing whatever in 
our own experience with public ownership in this country, or in 
the experience of other countries, to justify an argument that it 
would secure better results, so I return to the conclusion that the 
alternative is private ownership under public regulation, but 
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under a public regulation conducted primarily and as completely 
as possible in the broad public interest. To obtain that result, 
it is essential that there may be a larger appreciation of the 
meaning of transportation in the life of our people and of the 
high importance of its fair and constructive treatment. 

The greed of either capital or labor, the ambitions of politicians 
seeking an issue, the selfishness of shippers fighting to save dimes 
and losing dollars, the prejudices of theorists — the mistakes of 
the past and the animosities of the present — should not be allowed 
to interfere with the solution of the problem. The public stake 
in this situation is greater than that of any or all of the parties 
directly concerned and must be protected. Furthermore, the 
very protection of the public's interest implies justice and fair 
dealing to all, which cannot be assured by any other policy. 

I think it may be fairly argued that the future prosperity of 
the people of the United States is dependent upon adequate and 
efficient transportation. Without proper distribution both pro- 
ducer and consumer must suffer. Adequate transportation can- 
not be obtained without credit, credit cannot be secured without 
earning power, earning power will not be sufficient without fair 
rates and just regulation. 

Or, to approach the proposition from the standpoint of labor, 
efficient transportation is not possible without competent service, 
and competent service is impossible without fair wages and 
working conditions. Fair wages cannot be paid unless warranted 
by earning power, and earning power would be inadequate with- 
out fair rates. 

Again, to approach the problem from the standpoint of the 
shipper, there will not be adequate or efficient transportation to 
bear his goods to market unless rates are high enough to com- 
mand sufficient credit to invite capital, and pay sufficient wages 
to attract labor. 

From every standpoint, we revert to the question of rates and, 
as the determination of that question lies in the hands of the 
public, through its duly authorized representatives, the correct 
solution of the problem depends upon the public understanding of 
it. The chief danger of the situation is that the public, through 
failure to understand and appreciate the importance of the prob- 
lem, may permit a solution, in whole or in part opposed to the 
general welfare, to be worked out under the pressure of selfish 
interests. 
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Roads Vital to Domestic and Foreign Commerce 

Our railroads should be taken out of the field of exploitation 
into that of sound economics. They present a business problem 
to a business people, and should be accorded a solution conceived 
and worked out in the same spirit as our banking system. 

To-day this problem assumes even a greater importance than 
in the past, because of world conditions. The markets of the 
world lie open to American commerce and industry. If we can 
produce and distribute our surplus products economically so as 
to meet the competition of the world, we can continue American 
prosperity. 

No factor enters into this opportunity of greater importance 
than inland transportation. The railroads of this country must 
be able to furnish the transportation which will assure the pro- 
duction and movement of American goods, if we are to be factors 
in the world's trade. Such efficiency will demand many millions 
of new capital, scientific regulation and operation, and the elimi- 
nation of the waste and the friction which have been forced upon 
the railroads by governmental interference. 

New capital can be attracted only upon the basis of adequate 
earnings and fair regulation, assuring a return which will make 
railroad investments and operation attractive. Neither brains 
nor money nor labor can be commandeered into such service or 
obtained without fair compensation. The railroads must have 
more partners and fewer creditors, more friends and fewer class 
exploiters. 

Unless the United States safeguards its position by sound 
business practices, Europe liberated from war and quickened 
by its necessities, eventually will again command international 
commerce. 

A non-political banking system has met our great test. Our 
next great step in economic progress should be toward a non- 
political railroad system. Only upon such a basis can we hope 
to maintain our prosperity through our ability to market our 
products. I would reemphasize this point. Every farmer, every 
manufacturer, every laborer, every business man in the country is 
vitally concerned in efficient transportation as the first necessity 
of commerce. 

Most Vital of All Factors 

But if no other factor were considered by the public, the 
relationship of the railroad problem to the cost of living should 
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arouse the keenest general interest and force an expeditious, sat- 
isfactory solution of the problem. Unfortunately, however, there 
seems to be an insufficient understanding of this vital factor by 
the majority of our people. The railroad brotherhoods, it is 
true, have recently attempted to call the public's attention to the 
connection, but they have distorted the facts to serve their own 
selfish purposes. 

In opposing the Esch bill, the brotherhoods allege that it will 
validate eight billion dollars of "watered" railway capital and 
compel the companies to pay dividends on "shadow dollars." 
The spokesmen for three brotherhoods contend that the increase 
in rates which will be necessary to pay these dividends will "take 
one billion dollars away from the shippers and add from three 
to five billions of dollars to what the consumers pay for the 
necessaries of life." 

It is significant to note that the leader of one of the four 
brotherhoods declined to sign the statement in which this absurd 
assertion was made, frankly stating, according to report, that 
he did not believe the cost of living would be increased by such 
an amount. 

As to the allegation regarding "watered" stock, it is a well 
known fact that since 1907 the railways have kept their accounts 
in the manner prescribed by the Interstate Commerce Commis- 
sion, and that in the twelve years which have elapsed there has 
not been and could not have been any so-called "watering" of 
stock. If there had been eight to ten billion dollars of "watering" 
prior to 1907 it would have been necessary to build the 230,000 
miles of railroads constructed up to that time at an average cost 
of only $22,000 a mile, which was not possible — and the leaders 
of the brotherhoods know that as well as anyone else. The real 
fact is that on any fair basis of valuation there is not a dollar of 
"water" in railroad capital as a whole. 

We must bear in mind that a very large part of the savings 
of the people of this country is invested in railroads, directly 
through ownership of stocks and bonds and indirectly through 
the investments of savings banks and insurance companies. Rail- 
road credit, in fact, is at the foundation of all American credit; 
and railroad credit can be maintained only by allowing the rail- 
roads living rates out of which a fair return can be paid on the 
investment. At present the return on property investment de- 
rived from earnings of the controlled roads bids fair to be only 
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about three per cent, which is not only far from fair but actually 
a starvation rate. 

It is worth noting, in this connection, that only a half dozen 
railway stocks now sell at par, and it has not been possible to 
issue a single share of new stock this year and only a very little 
in the last five years, although industrial stocks have been issued 
to the extent of more than a billion dollars. Railway shares 
which still pay seven per cent dividends are at a discount of from 
ten to twenty per cent. And under such conditions railways can 
finance themselves only by borrowing, and then only under ex- 
ceedingly disadvantageous conditions. 

Effect of Rates on Living Costs 

There need be no fear of materially increasing the cost of 
living by allowing railroad capital a living wage, for increase in 
freight rates have but a slight effect on the general cost of living, 
as compared with other factors. 

This is demonstrated, to cite only one specific example, by the 
fact that the item of transportation, computed from the shipping 
of a steer on a ranch to the selling of a pair of shoes in a retail 
store, enters into the cost of shoes only to the extent of twenty- 
five cents a pair. So, railway rates cannot be held responsible 
for the increase in the selling price of shoes which formerly 
retailed at $5 and now cost $12. 

The cost of living began its sharpest increase late in 1915. 
Taking September, 1915, as parity for the wholesale price of all 
commodities, it is found that in July, 1917, it had reached 187. 
No material increase in the average freight rate of all com- 
modities took place until August of 1917. Thus the advance 
from parity to 187 in the wholesale price of all commodities 
had taken place with freight rates practically unchanged. Freight 
rates advanced in August, 1917, and from that time on the in- 
crease in commodity prices was very gradual, reaching only 197 
in February, 1919, an increase of only 12 points over the price 
in July, 1917. This would indicate that the cost of living gained 
its greatest headway without any increase in rates, and that this 
headway was not maintained at the same rate when freight 
charges became heavier. 

The average commodity value per ton of freight carried by 
the railroads in 1919 has been $119, as compared with $56 in 
1914. The average freight charge per ton has been $2.80 this 
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year, as against $2 in 1914. The percentage of the carrying 
charge to the value of a ton of freight has been 2.4 per cent, as 
contrasted with 3.6 per cent in 1914. But the increase in the cost 
of the average ton of freight over that of 1914 has been $63, 
while the increase in the freight charges per ton has been only 
80 cents, a mere pittance — and the relation of freight increase to 
cost increase has been only 1.3 per cent. 

To sum up, out of the average increase of $63 in the cost of a 
ton of freight in the five-year period of 1914 to 1919 only 80 
cents was caused by increased freight charges. 

These statistics unquestionably prove the negligible influence 
which transportation costs exert on commodity prices, and they 
certainly sustain the contention that a fair increase in freight 
rates would not materially increase the cost of living. 

On the other hand, if adequate rates are not granted and the 
railroads are brought to the verge of bankruptcy, with the im- 
paired service which such a plight would necessarily entail, the 
cost of living would inevitably mount still higher, because in- 
creased production — the only way prevailing prices can be re- 
duced — would be impossible, due to decreased distribution facili- 
ties for raw materials; and even if possible, by virtue of some 
miracle, it would be in vain owing to the lack of sufficient means 
for distributing additional products. 

Government Control a Heavy Financial Burden 
There is growing agitation for reduced taxation as a means to 
lower the cost of living, but it is curious that in this connection 
little thought, apparently, has been given by the public to one of 
the important causes of heavy taxation, Government control of 
the railroads. While the net profits derived by the Government 
from operation of the railroads in September were $3,390,000, 
the Eastern carriers earned in the first eight months of this year 
only $114,000,000, as compared with a standard return, guar- 
anteed by the Government, of $231,000,000. In other words, 
the Government must pay the difference, which amounts to 
$117,000,000. The earnings of the Southern roads, during the 
same period totaled $50,000,000, as compared with a standard of 
$89,000,000, making a deficit of $39,000,000 for the Govern- 
ment. The earnings of the Western roads in the first eight 
months of 1919 amounted to $163,000,000, or $79,000,000 less 
than the guaranteed return. The grand total of the deficit of the 
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three groups from the first of the year until the end of August 
was $235,000,000, which must come out of the taxpayers' pockets. 
The total operating deficit of the roads under Government con- 
trol at the end of the calendar year is conservatively estimated as 
likely to be not less than $300,000,000, while the total deficit for 
the two years of Government operation promises to be not less 
than $500,000,000. 

In this connection it is interesting to note that there has been 
an increase of 11 per cent in the number of employees of the 
roads under Government control, and an average increase in unit 
of compensation of 53 per cent. 

These facts and figures have a far greater significance than 
merely to show that Government control of the roads has been 
expensive, when due consideration is given to their bearing on 
the future of the roads. 

Organized labor has served notice that it will not consent to 
a reduction of prevailing wages. The Anderson amendment to 
the Esch bill was the first attempt to enforce that decree through 
legislative channels, for that amendment, if enacted into the 
railroad law which Congress is now framing, would serve to 
perpetuate the high wage scale put into effect on the railroads as 
a war measure to meet the high cost of living. 

The amendment provides for the continuation of the Railway 
Adjustment Boards, created by Director General McAdoo, and 
provides that the wages which have been fixed by them shall 
stand. Furthermore, it provides that these cases in which the 
existing high wages were fixed shall not be reopened except with 
considerable difficulty and red-tape procedure favorable to the 
brotherhoods. The possibilities of these provisions are so obvious 
as to need no comment. 

But it is absolutely certain that the railroads cannot maintain 
the present wage scale when they are returned to private man- 
agement and the United States Treasury — or, in other words, 
the money of the tax-payers — is no longer available, unless the 
roads are permitted to earn rates commensurate with the service 
rendered. 

Adequate Maintenance Necessary 

Furthermore, the carriers must be permitted to earn enough to 
maintain themselves in proper physical condition. During the 
period of Government control they have been under-maintained, 
largely as a result of the war. In the pre-war period normal rail 
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purchases by the railroad companies consumed 3,000,000 tons of 
steel, and including steel track material, railroad consumption 
of steel was not far from 4,000,000 tons annually. But to catch 
up with their maintenance requirements, it is estimated, the roads 
need 5,000,000 tons of steel for rails alone. 

It should be borne in mind, also, that orders for new equipment 
mean more business for scores of industries. So, as the railroads 
prosper business generally prospers, and, consequently, no busi- 
ness man can allow the railroads to be injured permanently with- 
out also endangering his own interests. 

Hundreds of Millions of New Capital Needed. 

It is plain that in the next few years hundreds of millions of 
dollars will have to be invested in the railroads. One authority 
recently asserted that at least six billion dollars of new capital 
must be invested in railroad facilities within the next three years, 
if the roads are to be able to handle the country's commerce sat- 
isfactorily. Most of the capital must come from the savings of 
the people, which can be attracted to such investment only on the 
basis of public confidence in the stability of railway earnings. 

We should not forget, in this connection, that the railroads will 
have to bid for those millions in keen competition with many other 
borrowers who will be able and eager to pay attractive interest 
rates. All the world urgently needs American capital, and as 
has wisely been observed, "investors need not, and will not, be 
mendicants for the privilege of serving the public." In other 
words, the credit of the railroads must be restored through en- 
larged earning powers sufficient to enable railway securities to 
take rank with the best in the American market. 

The paramount question then is: Will the American people 
deny to the transportation industry the free operation of those 
basic principles which have developed all American industry, 
and upon which future American prosperity depends? 

Service Based on Reward 
Efficient service can be secured only by the stimulus of ade- 
quate reward. This is true in the railroad field, as elsewhere. 
Neither capital nor labor will support any other programme. 

Any governmental attempt to own or operate so vast a busi- 
ness as transportation must assuredly fail through the absence of 
selfish interest as an incentive to achievement, the lack of stand- 
ards of efficiency, or suffering through failure to achieve them, 
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assured political interference, delay, waste, vacillation, and ham- 
pering limitations. 

Political direction of transportation could result only in dis- 
aster. The public interest demands a transportation system with 
a credit which will command the funds of investors and not of 
taxpayers, an operating efficiency stimulated by the hope of re- 
ward, and a construction programme which will develop the 
resources of the country. 

That these results can best be secured under private ownership 
and private management, subject to unified and sane public 
regulation, is the only conclusion justified by experience. No 
theory can disprove the record of facts. 

The roads must be saved from these dangers which threaten 
them and saved immediately. Further procrastination threatens 
the welfare of the whole country. 

The Challenge of Socialism 

There is another menace to both the railroads and the country 
to which the American public must also awake, and that is the 
proposal of the railroad brotherhoods to nationalize the railroads 
for their particular benefit. In that proposal, socialism, for the 
first time in our history, seriously throws down the gage of battle 
nationally and demands a trial at arms. This challenge, in itself 
of far-reaching importance in the attempt it makes to control 
the great service of transportation, is of much greater significance 
in the definite threat that success in this field will be followed by 
efforts to secure the nationalization of all industry, or, in other 
words, a complete socialistic state. 

The time has come for the citizens of this country, its business 
men and its laborers, its property owners and its workers, seri- 
ously to face the issue thus presented, if they are not to see their 
interests ruined and their property confiscated by economic ex- 
periments and social hysteria which seem to fill the air. Not 
since the free silver fallacy arose to threaten American business 
and progress has so dangerous a programme threatened our 
prosperity. 

This bold effort to take possession of one of the nation's basic 
and most vital industries for the benefit of a single class, and 
to the assured detriment of all others, frankly discloses the wide 
spread of socialistic thought in this country and the danger to 
American institutions which it implies. 
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It is inconceivable that, if the American people as a whole 
really understood the elements in the problem presented, there 
could be any doubt about their solving it. The most ordinary 
common sense, awakened self-interest, and knowledge of human 
nature and human experience should quickly repudiate the fal- 
lacies inherent in the proposed Plumb plan. The danger is that 
public thought will not be quickened to the situation, and, through 
lack of understanding and organization, legislation may be forced 
through Congress by means of organized political pressure, 
backed by abundant funds for propaganda and lobbying, which 
will work irreparable mischief before the public is aroused to the 
peril. 

Interests of All Classes Involved 

Every element in the body politic has a stake in this situation. 
The man with money and the man without it are equally con- 
cerned, and the great middle class, which constitutes the ma- 
jority, has its all involved. Even the railroad worker, himself, 
while he would undoubtedly profit temporarily by control of these 
properties, would in the long run be injured because of the as- 
sured failure of the plan and the economic chaos which would 
follow the working out of this programme. 

Wall Street As Middleman 

The brotherhood leaders seem to rest under the general false 
impression that Wall Street owns the railroads and furnishes 
the money for them. This is true only to the extent that Wall 
Street acts as the middleman in this situation. The railroads are 
owned, not by Wall Street, but by the millions of stockholders, 
bondholders, savings bank depositors, life insurance policyhold- 
ers, etc., to whom railroad securities have been distributed. Wall 
Street does not fix the rate for money ; that is fixed by economic 
conditions, and security offerings are based upon the price at 
which the public will absorb them — and that law would operate 
just as surely if the Government were undertaking the financial 
burden. 

By what process could the holders of railroad securities based 
upon mortgages to-day be compelled to exchange these holdings 
or suffer their confiscation? Indeed, what right would the 
trustees of fiduciary institutions have to permit such sacrifices? 
It is absolutely certain that the Government would not have either 
the power or the right to work out any such financial programme. 
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Class Rule and Class Profiteering 
Stripped of all its fine phrases and socialistic rhetoric, the 
Plumb plan is simply a scheme for class rule and class profiteer- 
ing. It provides for government of transportation of, by, and 
for the railroad brotherhoods. There is no modest restraint 
of profit-sharing in the plan, because it turns these properties 
over to the employees on a practically perpetual lease under a 
scheme of control in which they fix the return to themselves 
through their power over wages, and under this lease they accept 
no risk of the business whatever. That is borne entirely by the 
Government, or stated more fairly, by the public. There is no 
provision for securing a fair rental for the property, no effective 
control of rates by public authority, and the control over wages 
lies in the hands of a board that the employees would directly 
control by a two-thirds majority, and completely control by reason 
of political influence. 

What the consequence may be of this class control over trans- 
portation is foreshadowed by the already liberal increases which 
labor has secured through Government control of railroads, and 
the large additional advances labor is now seeking. Since 1915 
railroad labor has averaged a wage increase of more than 85 per 
cent; more than $1,000,000,000 has been added to the wage roll 
under Government direction, and demands now lie before the 
Government authorities for increases aggregating $800,000,000 
more. Only a few days ago the Director General of the Railroads 
submitted to representatives of the four railway brotherhoods an 
increased wage scale amounting approximately to $3,000,000 a 
month. 

From the broad standpoint of public interest it seems so obvious 
as to be beyond argument that the control of this great service of 
transportation should remain in the hands of the public and not 
be delegated to any selfish class. That mistakes have been made 
under previous systems of control, or lack of control, constitutes 
no proper argument for attempting this radical departure from 
the assured bounds of experience. 

Only Way Solution Can Be Worked Out 

The railroad situation to-day presents many real problems, but 

these problems cannot be solved properly in the interests of any 

class or under threat and force. Only patient and fair-minded 

study, from the viewpoint solely of the general interest, can 
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bring a proper solution. The securing of that solution is just 
as vital to the railroad brotherhoods and to labor generally as 
to any other interest involved, for after all they are all citizens 
of the United States, and only as the United States prospers as a 
whole can they long prosper. Continued prosperity can be based 
only upon sound economic and political principles, and any ven- 
ture into other fields must bring disaster to all concerned. 

The struggle is on between democracy and socialism. In spite 
of its shortcomings, we have developed in this country a system 
under which its people have enjoyed the greatest prosperity of 
any people in the world's history. To-day all the world turns to 
us for help, and if we jeopardize not only our own powers of 
service but also our own national future by departing so radically 
from the system which has made us great we shall be recreant 
to both our duty and our opportunity. Individual freedom and 
the incentive to success, which have built this country, cannot 
be forsaken without pulling down over our own heads the struc- 
ture we have so proudly reared. It seems unthinkable that such a 
possibility could even be discussed, and yet here it faces us, not 
only a possibility, but a probability, unless the intelligence of the 
country is aroused to meet it. 

On this question of Government ownership of railroads we 
stand to-day in the first line trenches for the protection of the 
private ownership of all property. If this position is lost the 
whole line will be seriously threatened. Men who believe in 
American institutions, in property rights, in orderly government, 
must line up in opposition to this attack, or live to regret the day 
of their unpreparedness. 

The railroad problem is the immediate and intimate problem of 
all of us as citizens, and taxpayers, consumers and producers. If 
we are not able to solve this fundamental economic question fairly 
and sanely in the public interest through our duly accredited 
representatives, we shall have loosened the very cornerstone of 
our whole economic structure and must be prepared to see it 
tumble about us carrying disaster to special interest and general 
interest alike. Democracy faces the test. Can it function effi- 
ciently in such a crisis or must it learn the lesson through years 
of experiment and disaster? That is the question of the hour. 
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